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that calls for smaller updates in the prices that Medicare pays relative to what was 

generally true in the past. Those smaller updates are largely in the form of a change 

in Medicare’s prices to account for economy-wide multifactor productivity. However, 

the Medicare program still faces substantial deficits over the long term, and the 

Hospital Insurance trust fund is projected to be exhausted within 15 years. Medicare 

spending growth will also affect beneficiaries through cost sharing and premiums that 

are projected to grow faster than Social Security benefits. 

Over the next 10 years, the Medicare population is projected to grow by a third. 

The average age of the Medicare population will decline slightly as the baby boom 

generation turns 65. The new beneficiaries may have fewer retirement assets as a 

result of the economic recession and may be more likely to still be working. Finally, 

new Medicare beneficiaries may be more receptive to managed care as a result of 

changes in the health insurance market.

The Medicare program has an important influence on the shape of the health care 

delivery system in the United States, and, conversely, trends in the delivery system 

will affect how the Medicare program develops. The success or failure of new 

systems to reform Medicare payment will depend on features in the health care 

system, such as industry structure and consolidation, innovations in payment systems, 

benefit structures, and other aspects of health care delivery. 

Many researchers have credited the introduction, expansion, and diffusion of new 

technology with having the largest single effect on growth in health care spending. 

Researchers typically include nearly all changes in the practice of medicine in 

the definition of technology—the adoption of new technologies, diffusion to new 

populations, complementary and supplementary procedures, and changes in a 

person’s demand for health care downstream of a particular intervention. Given the 

breadth of this term, other factors such as health insurance, incomes, health status, 

and prices have a comparatively smaller effect on growth in health care spending. 

There are some indications that a share of health care dollars is misspent. There is 

significant variation in the use of health care in different regions in the United States, 

and yet the high-use regions are not clearly associated with better outcomes even 

when adjusting for health status, calling some of the use into question. In addition, 

comparisons between the United States and other countries suggest the potential 

to achieve similar levels of quality with lower spending. There are also indications 

that some share of spending may be misallocated; for example, there are notable 

differences in access to quality care for different demographic groups. 

The current pressure from growth in health care spending combined with the rise in 

the number of beneficiaries and indications that potential savings are possible makes 

it incumbent on the Medicare program to spend limited funds wisely by providing 

incentives for beneficiaries to seek, and providers to deliver, high-value services. �
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economy. Employment in this sector increased by 8.4 
percent from January 2008 to December 2011, while 
employment outside the health sector was 5.8 percent 
below the January 2008 level (Figure 1-3). Employment 
growth varied by sector, increasing 4.9 percent in the 
hospital sector compared with an increase of over 20 
percent in the home health sector over the four-year time 
period shown in Figure 1-3. 

Projections show shift in type and source of 
coverage
The 10-year projections from National Health Expenditure 
data show a shift from uninsured to enrollment in other 
types of coverage, such as plans purchased through the 
new health insurance exchanges and Medicaid. Medicare, 
Medicaid, and the Children’s Health Insurance Program 
(CHIP) are projected to cover 40 percent of the population 
by 2020, compared with 32 percent in 2010 (Keehan et al. 
2011). 

Growth in health care spending is a 
challenge for public payers 

The financing challenges facing federal, state, and local 
governments as a result of the economic recession and 
population aging are magnified by growth in health care 
spending. Today, the government directly sponsors about 
45 percent of all health care spending; after the Medicaid 
expansions and the health care exchanges are created in 
2014, the government’s share will increase to nearly 50 
percent in 2020 (Keehan et al. 2011). The government also 
indirectly supports health care through tax incentives for 
employer-sponsored insurance.2 Increases in the cost of 
private insurance could result in fewer people with private 
coverage, further pressuring public programs. Therefore, 
the need to slow growth in health care spending is one 
that state and local governments as well as the federal 
government share. 

Like the federal government, states must find additional 
revenue to pay for higher enrollment in income assistance 
programs during the recession. States also have some 
unique features that make their fiscal problems different 
from those of the federal government. Nearly all states 
have balanced budget requirements, whereas the federal 
government can run yearly deficits. States also receive 
federal matching funds for Medicaid as well as temporary 
revenue sharing such as the State Fiscal Stabilization Fund 
and the increase in federal matching funds for Medicaid in 

with smaller shares spent on prescription drugs (12 
percent), nursing home care (7 percent), and home health 
(3 percent) services (Martin et al. 2012).

Slowdown in health care spending since 
2008
National health expenditures grew at a near-historic low 
of 3.9 percent from 2009 to 2010, slightly higher than the 
prior low of 3.8 percent in 2009 (Martin et al. 2012). This 
amount is due to low growth in private health insurance 
and out-of-pocket spending as individuals lost their private 
insurance coverage and income growth slowed. 

Total growth in Medicare spending was also relatively low, 
at 5.0 percent—much lower than the rates in 2008 and 
2009 (8.0 percent and 7.0 percent, respectively) (Martin 
et al. 2012). The federal government (29 percent) and 
households (28 percent) were the largest direct sponsors 
of health spending, with private businesses following (20 
percent) (Figure 1-2). 

Health care employment
Despite the slowdown in health spending, the health care 
sector has still grown compared with other parts of the 

F IGURE
1–2 National health spending,  

by sponsor, 2010

Source: Centers for Medicare & Medicaid Services, National Health Accounts.
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(PPACA) was enacted in 2010 until 2014, when the 
Medicaid expansions go into effect. Therefore, states’ 
ability to reduce or constrain Medicaid spending is 
largely limited to reducing provider payments, controlling 
pharmacy costs, and reducing benefits for some 
populations (Kaiser Family Foundation 2011).

Medicaid makes widespread use of managed care, 
particularly for the nondisabled population. In 2009, 71 
percent of Medicaid enrollees received some form of 
managed care services during the year, and managed care 
accounted for 21 percent of Medicaid spending (Medicaid 
and CHIP Payment and Access Commission 2011a). 
This information implies that use of managed care is less 
prevalent among the higher cost Medicaid enrollees, such 
as the disabled and long-term care populations. From 1995 
to 2009, the share of Medicaid enrollees in comprehensive, 
risk-based managed care plans grew from 15 percent to 
47 percent (Medicaid and CHIP Payment and Access 
Commission 2011a). 

Federal fiscal outlook
The federal government’s spending on Medicare and 
Medicaid accounted for 23 percent of total federal 
spending in 2010, or $793 billion, and this amount is 
projected to grow to $1.608 trillion by 2021 (Figure 1-4).3 
The Congressional Budget Office (CBO) projected that 
spending for the major mandatory health care programs 
is projected to grow from 6 percent of GDP to 9 percent 
in 2035 (Congressional Budget Office 2011a). This share 
would be even higher if certain modifications were made 
to current law—for example, if the sustainable growth rate 
formula for physician payment were repealed and replaced 
with a mechanism for larger updates. 

Beyond the short-term fiscal picture, which largely reflects 
the recent economic recession, is a much larger deficit 
over the long term. Increased health spending, driven both 
by the aging of the population and by growth in per capita 
health spending, is a major contributor to that deficit. As 

Ten-year budget projections show continued deficits

Note: The �gure re�ects current law, which includes the sustainable growth rate and expiration of the 2001 and 2003 tax cuts.

Source: Congressional Budget Of�ce 2011 Budget and Economic Outlook.
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and demographics of the Medicare population differ 
from those of the privately insured population, and the 
distribution of services is different (see text box, opposite 
page, for a description of program financing). 

Medicare spending over the next 10 years
The projected growth rates for the Medicare program from 
2011 to 2020 are much lower than recent trends, even as 
the number of beneficiaries will increase about twice as 
fast as in the previous 10 years. The 2011 Trustees report 
projects that from 2011 through 2020 Medicare will grow 
by nearly 6 percent annually, of which 3.0 percent is due 
to growth in the number of beneficiaries and 3.0 percent 
is due to growth in spending per beneficiary (Table 1-2) 
(Boards of Trustees 2011). By contrast, over the past 10 
years, total Medicare spending grew by 8.8 percent per 
year, of which 1.3 percent was due to the change in the 

number of beneficiaries and 7.4 percent was due to growth 
in spending per beneficiary (see text box on p. 13 for a 
description of the sources of Medicare spending growth 
over the next 10 years).5 

Growth rates for Part A and Part B are generally projected 
to be low compared with historical growth rates as a 
result of reductions in prices to account for economy-
wide productivity, while Part D, which is not subject to 
reductions in prices for economy-wide productivity, is 
scheduled to grow at rates more in line with historical 
trends. The 2011 Trustees report projects that Medicare 
Advantage enrollment will decline throughout the next 
10 years, largely as a result of the PPACA provisions that 
would reduce payments to Medicare Advantage plans 
(Boards of Trustees 2011). 

Long-run Medicare projections
By 2085, the Medicare Trustees project that Medicare’s 
share of GDP will approach 6.2 percent, from 3.7 percent 
today (Table 1-3).6 Under an alternative Trustees’ scenario 
(not shown), in which physician payments are updated 
by the Medicare Economic Index and productivity 
adjustments are phased out after being in effect for 10 
years, Medicare’s share of GDP would reach 8.0 percent 
by 2050 and 10.4 percent by 2080 (Shatto and Clemens 
2011).

The Hospital Insurance trust fund currently runs a yearly 
deficit, which requires redeeming HI trust fund assets that 
are projected to be exhausted by 2024. Part B and Part D 
are financed through general revenue and premiums; as 
a result, these parts of Medicare do not have a trust fund 
exhaustion date. Given the burden of high federal deficits, 

T A B L E
1–2 Projected Medicare average annual growth rates from 2011 to 2020

Category
Per beneficiary 

growth
Change in number  

of beneficiaries
Total spending 

growth

All Medicare  3.0%  3.0%  5.9%
Part A 1.6 3.0 4.8
Part B  2.7*  2.9 5.8
Part D 6.6 3.1 9.9
Medicare Advantage 2.0  �3.0  �0.8

Note: Medicare Advantage is also included in per capita growth for Part A, Part B, and Part D but not in the enrollment �gures. Totals may not sum due to rounding.
 *Part B estimates include the 30 percent payment cut for physicians in 2012 due to the sustainable growth rate provision. Under the Trustees� illustrative alternative 

scenario, per bene�ciary Part B spending would grow by 5.2 percent annually (instead of 2.7 percent as under current law).

Source:  2011 annual report of the Boards of Trustees of the Medicare trust funds, Tables V.B1, III.A3, IV.C2, and IV. C3.

T A B L E
1–3 Medicare’s share of GDP

Category 2011 2050 2085

All Medicare 3.7% 5.9%  6.2%
Part A 1.7 2.3 2.1
Part B 1.5 2.4 2.4
Part D 0.4 1.3 1.7

Note: GDP (gross domestic product). Percents may not sum to totals due to 
rounding.

Source: 2011 annual report of the Boards of Trustees of the Medicare trust funds, 
Table III.A2.
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there will be continued pressure to find savings throughout 
the Medicare program (Figure 1-7). 

Effects of Medicare’s growth in spending on 
beneficiary out-of-pocket costs
Medicare’s growth in spending and growth in health 
care spending overall affect beneficiaries in three 
ways—monthly premiums for Part B and Part D, cost 
sharing (coinsurance and deductibles), and out-of-pocket 
spending for services not covered by Medicare (such as 
long-term nursing home care). Approximately 90 percent 
of Medicare fee-for-service enrollees have additional 
coverage—private medigap policies, Medicaid, or 

employer coverage—to supplement Medicare’s traditional 
benefit (Medicare Payment Advisory Commission 2011a). 

In 2009, the average Medicare beneficiary’s cost-
sharing liability was $428 for Part A and $1,188 for 
Part B (Medicare Payment Advisory Commission 
2011a). However, most beneficiaries are insured against 
Medicare’s cost sharing through medigap or other 
supplemental coverage. Growth in Medicare cost sharing 
is projected to continue outpacing the growth in Social 
Security benefits, which constitute about 40 percent of 
income for the median Medicare beneficiary and close 
to 90 percent of income for Medicare beneficiaries in the 
bottom two income quartiles (Figure 1-8, p. 14) (Kaiser 
Family Foundation 2010). 

Medicare still faces significant challenges with long-term financing

Note: GDP (gross domestic product), HI (Hospital Insurance). These projections are based on the Trustees� intermediate set of assumptions. Tax on bene�ts refers to a 
portion of income taxes that higher income individuals pay on Social Security bene�ts that is designated for Medicare. State transfers (often called the Part D 
�clawback�) refer to payments called for within the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 from the states to Medicare for 
assuming primary responsibility for prescription drug spending. Drug fee refers to a tax on manufacturers and importers of brand-name prescription drugs, which is 
credited to the Part B trust fund.

Source: 2011 annual report of the Boards of Trustees of the Medicare trust funds.

Medicare faces serious challenges with long-term financingFIGURE
1-7

Note: Note and Source are in InDesign.

Source: 
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Changes in the population attaining 
Medicare eligibility

The Medicare population is projected to grow by a third 
within the next 10 years, and the population attaining 
eligibility in that time frame will differ in some ways 
from current Medicare beneficiaries. First, the Medicare 
population will grow younger on average over the next 
10 years. Second, the income and assets of the newly 
eligible Medicare population could be smaller as a result 
of the recent economic recession and there could be rising 
participation in the labor force after age 65. Third, the 
share of people with health insurance coverage through an 
employer has fallen over the past 10 years, and the share 
of those insured through an employer with an indemnity 
plan has fallen nearly to zero (Kaiser Family Foundation 
and Health Research & Educational Trust 2011). 

Age and demographic changes
As the bulk of the baby boom generation becomes eligible 
for Medicare, the average age of Medicare beneficiaries 
will decline slightly, and this effect will continue through 
this decade (Figure 1-9a, p. 15), when nearly a third of all 
Medicare beneficiaries will be between the ages of 65 and 
69. Over the longer term, racial and ethnic changes among 
the Medicare population will be notable, with the Hispanic 
share of the Medicare population increasing to 14 percent 
by 2040 (Figure 1-9b) (Census Bureau 2008).

Household assets and attachment to the 
labor force
Two features of the current economic picture will be 
important considerations for the Medicare program, 
particularly in evaluating the effect of changes to 

Sources of Medicare spending over the next 10 years

Growth in Medicare spending consists of three 
key factors: the volume and intensity of 
services provided per beneficiary, the prices 

paid by Medicare (input costs minus productivity for 
baseline projections), and the number of beneficiaries 
and their demographic profiles. These factors are 
subject to legislative or regulatory changes, which can 
affect the level of services provided per beneficiary 
(e.g., by covering a yearly wellness visit), the prices 
paid by Medicare (e.g., through annual fee schedule 
rulemaking), and the number of beneficiaries (e.g., by 
changing Medicare’s eligibility age). 

The Congressional Budget Office Medicare baseline 
projections over the next 10 years examine separately 
the effect of these factors—that is, the effect of 
enrollment, automatic price adjustments, and volume 
and intensity, among other trends—on growth in 
Medicare spending (Table 1-4). The analysis indicates 
that, of these factors, the per beneficiary rise in volume 
and intensity of services accounts for the largest share 
of growth in Medicare spending. One caveat is that 
this analysis assumes that payment rates to physicians 
would be cut by 30 percent in 2012. If that cut were 

overridden, the increase in Medicare spending due to 
automatic adjustments would be larger and spending in 
2021 would be higher. �

T A B L E
1–4  Sources of Medicare spending  

growth for 2011 through 2021  
under CBO’s baseline

Dollars  
(in billions)

Spending in 2011  $572

Change in caseloads  
(number of bene�ciaries) 43

Other changes in bene�ts  
(intensity, volume per bene�ciary,  
and legislative changes) 306

Automatic adjustments  
(statutory payment updates) 115

Spending in 2021 $1,021

Note: CBO (Congressional Budget Of�ce). These �gures include the 
sustainable growth rate payment update of approximately 30 percent 
in 2012. Sum does not add to total due to shift in payment dates.

Source: Congressional Budget Of�ce, The Budget and Economic Outlook, FY 
2011–2021. Tables 3-1 and 3-4.
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